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Britain’s  Crisis  and  American  Aid 


BY  GRANT  S.  McCLELLAN 

THE  many  economic  problems  facing  Britain 
throw  into  high  relief  the  task  of  aiding  European 
recovery,  which  the  United  States  has  undertaken. 

Not  that  the  British  economy  is  the  most  unstable 
in  Europe,  nor  that  Britain  is  threatened  by  a 
Communist  coup  from  within.  The  threat  of  com¬ 
munism,  on  which  so  many  American  arguments 
for  the  European  Recovery  Program  are  based,  is 
almost  totally  absent  in  Britain’s  case.  But  having 
already  materially  assisted  Britain,  especially  by  a 
$3.75  billion  loan,  since  the  end  of  World  War  II, 
Americans  will  naturally  want  to  have  detailed 
reasons  why  further  aid  for  that  country  should  be 

considered  at  the  present  time.  To  be  sure,  the  stra¬ 
tegic  significance  of  the  British  Isles  will  continue 
as  a  vital  factor  in  United  States  policy,  and  on  this 
basis  it  is  perhaps  only  the  better  part  of  national 
self-interest  to  ask  whether  America  can  afford  the 
cost  of  not  adequately  helping  Britain  in  its  pres¬ 
ent  economic  crisis. 

Yet  the  practical  question  whether  additional 
funds  will  aid  Britain,  in  view  of  the  fact  that  the 
1945  loan  did  not  prevent  a  crisis,  must  be  faced 
squarely  and  answered  fully.  At  home  the  British 
have  shown  outstanding  ability  to  resume  their  pre¬ 
war  production  standards.  Britain’s  export  trade  has 
also  risen  significantly.  As  a  trading  nation,  which 
has  not  balanced  actual  imports  with  exports  since 
World  War  I,  post-World  War  II  gains  in  output 
and  trade  have  by  no  means  assured  its  economic 
survival.  Britain’s  external  vulnerability,  therefore, 
remains  of  profound  importance  to  American 
policy  makers.  For  in  so  far  as  the  Marshall  pro¬ 
gram  is  designed  to  aid  European  cconcrnic  re¬ 
vival  as  the  first  step  in  placing  the  world  economy 
on  a  sound  basis,  Britain’s  position  is  crucial.* 

The  United  Kingdom  was  the  top  ranking 
commercial  nation  in  1938  and  continues  to  be 
the  central  banker  for  the  sterling  area.  With 
the  defeat  of  Germany,  moreover,  Britain  ranks 
as  the  chief  industrial  power  in  Europe.  But 
it  is  not  only  the  nation’s  relative  importance  in 

I.  H.  H.  Hutcheson,  “European  Recovery  Program,”  Foreign 
Policy  Reports,  December  15,  1947. 


world  trade  and  banking  and  its  status  as  a  top  in¬ 
dustrial  nation  in  Europe  which  demand  attention 
on  America’s  part.  For  Britain,  like  most  Western 

European  countries,  has  embarked  on  extensive 
state  control  of  its  economic  life,  and  by  the  most 
conscious  type  of  planning  under  the  Labor  party 
is  attempting  to  revive  its  economy  through  mixed 
Socialist  and  private  enterprise  techniques.  This 
factor — Britain’s  attempt  to  guarantee  economic 
security  within  a  framework  of  parliamentary  de¬ 
mocracy — ^gives  rise  to  most  differences  of  opinion 
in  the  United  States  about  aid  to  Britain.  But  it  is 
of  prime  importance  that  the  extent  and  terms  of 

aid  for  that  country  be  judged  solely  on  the  basis 
of  available  facts,  not  on  prejudgments  about  the 
Labor  party’s  socialization  program. 

CRISIS  UNLIMITED 

To  describe  Britain’s  crisis  in  the  terms  cus¬ 
tomarily  used  is  to  state  that  World  War  II  con¬ 
stituted  a  drain  on  Britain’s  wealth  estimated  at 
one-quarter  of  the  nation’s  entire  assets.  An  impor¬ 
tant  part  of  these  assets  was  previously  held  in  the 
form  of  foreign  investments,  returns  from  which 
aided  the  nation  in  balancing  its  trading  accounts. 
Britain  was  always  a  heavy  importer  of  both  food 
and  raw  materials,  and  its  exports  have  not  covered 
its  imports  for  many  decades.  In  addition,  as  a 
result  of  disinvestments  abroad  before  the  war,  and 
military  expenditures  during  the  war,  foreign  lia¬ 
bilities  have  accumulated  which  are  listed  today  at 
^4.25  billion  or  $17  billion.  With  substantially  re¬ 
duced  income  from  investments  abroad  to  count  on, 
therefore,  the  nation  must  pay  its  way  solely  by 
visible  exports.  Official  government  estimates  indi¬ 
cate  that  the  export  industries  will,  if  Britain  is  to 
balance  its  international  payments,  be  forced  to  ex¬ 
port  75  per  cent  more  produce  than  before  the  war. 
Despite  the  fact  that  exports  have  so  far  risen  to, 
or  above,  1938  standards  in  the  post-war  years,  the 
export-import  gap  gives  outstanding  proof  of  the 
severity  of  Britain’s  ordeal. 

In  the  perspective  of  history,  however,  Britain 
must  be  considered  an  older  trading  nation  now 
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facing  a  world  in  which  industrial  competition  has 
developed  far  beyond  that  anticipated  when  the 
basic  foundations  of  its  own  industry  were  first 
laid  in  the  early  days  of  the  nineteenth  century.^ 
Hriiish  industry,  which  reached  its  zenith  by  World 

War  1,  had  evinced  unmistakable  signs  of  decline 
before  World  War  II.  The  foremost  trading  na¬ 
tion  of  the  nineteenth  century  also  began  in  the 
interwar  years  to  alter  the  basis  of  .its  overseas 
trade  system.  Its  exports  steadily  declined;  and  its 
overseas  accounts,  now  so  much  at  issue  because 
of  current  deficits  running  from  /'400  to  /600 
million,  were  only  just  in  balance,  if  at  all,  after 
1930.  Ity  1938,  in  fact,  the  United  Kingdom’s  bal¬ 
ance  of  payments  deficit  amounted  to  ^70  million.^ 

The  world  depression  of  the  thirties,  followed  by 
World  War  II,  catapulted  Britain  down  the  road 
of  economic  decline  and  near  im|xjverishment. 
Even  before  World  War  II,  however,  Britain  was 
experiencing  a  severe  crisis.  Like  the  whole  of  Eu¬ 
rope,  excluding  Germany,  it  was  plagued  by  unem¬ 
ployment  and  industrial  underproduction  during 
the  interwar  period.  Rigidities  multiplied  in  the 
economy,  for  monopolization  was  fostered  in  cer¬ 
tain  industries  by  various  British  governments  be¬ 
fore  World  War  I.  Moreover,  British  manufactur¬ 
ers  did  not  exploit  the  full  possibilities  of  the  mass 
market,  and  re-equipment  of  industry  fell  behind. 

These  particular  characteristics  of  British  busi¬ 
ness  enterprise,  however,  can  hardly  be  laid  at 
the  door  of  the  present  Labor  government.  The 
Attlee  regime  can  not  be  blamed  for  the  rise  of 
such  world  forces  as  depression  or  growing  colo¬ 
nial  nationalism,  which  have  altered  Britain’s 
former  status  as  the  center  of  empire.  Nor,  more 
specifically,  since  it  is  an  issue  of  acute  importance 
in  Britain’s  future  economic  life,  can  the  Labor 
party  be  held  responsible  for  the  plight  of  the  coal 
industry — the  one  industry  which  draws  on  the 
nation’s  chief  source  of  raw-material  wealth  at 
home.  The  reluctance  of  owners  to  re-equip  mines, 
so  largely  the  reason  for  Britain’s  coal  impasse,  also 
extended  to  other  industries.  But  the  failure  to 
mt)dcrnizc  British  factories  before  World  War  II 
is  not  of  Labor  origin.  Neither  can  the  general 
lack  of  manpower,  crucial  in  all  British  economic 
calculations,  be  regarded  as  a  fault  wholly  attribut¬ 
able  to  the  Labor  administration. 

But  no  matter  how  British  troubles  are  explained 
so  as  tf)  show  their  national  and  historic  scope — 
thereby  relieving  the  present  government  of  initial 

2.  I’>arl)ar.i  Ward,  “Britain  in  the  Shadow,”  Harper's,  Novem- 
bir  pp.  392-401. 

3.  A.  F.  Kalin,  Great  Britain  in  the  World  Economy  (New 
York,  Columhia  University  Press,  1946),  pp.  65-207. 


blame— Laborites  themselves  have  introduced  cer¬ 
tain  methods  for  dealing  with  the  crisis  which  raise 
additional  grave  issues.  Critics  who  oppose  social¬ 
ization  in  any  degree  will  argue,  of  course,  that 
Labor’s  program  could  not  have  started  Britain  on 

the  course  of  recovery  under  the  best  of  circum¬ 
stances.  Yet  the  Conservative  opposition  in  Britain 
has  acknowledged  in  its  party  policy  statements 
that  it  would  not  undo  most  of  Labor’s  national¬ 
ization  schemes  to  date.  It  is  therefore  difficult  to 
make  an  effective  argument  against  the  total  Labor 
program.  The  adoption  of  the  “Industrial  Charter” 
by  an  overwhelming  majority  at  the  Conservative 
party’s  conference  at  Brighton  on  October  2,  1947 
reveals  substantial  agreement  in  Britain  on  two 

major  counts:  first,  that  industries  already  national¬ 
ized  will  remain  under  government  ownership; 
and  second,  that  economic  planning  is  essential  for 
British  survival.  The  type  of  planning  required  and 
the  degree  of  state  control  over  private  industry, 
however,  are  both  very  much  at  issue  between 
Laborites  and  Conservatives. 

The  British  Socialist  experiment  has  been  un¬ 
dertaken  in  earnest  by  Laborites,  and  the  respon¬ 
sibility  for  success  or  failure  is  theirs  in  the  at¬ 
tempt  to  combine  economic  planning  with  de¬ 
mocracy.  Labor  party  spokesmen  have  stated  often 
and  at  length  that  the  new  planned  economy  can 
be  made  to  work  within  Britain’s  system  of  demo¬ 
cratic  government."*  Many  Lahorite  policies,  how¬ 
ever,  entail  some  limitations  of  individual  rights. 
The  Control  of  Engagement  Order  of  last  October, 
allowing  the  government  to  direct  workers  to 
specific  employment,  is  the  most  obvious  example 
to  date  of  peacetime  state  intervention  in  the  realm 
of  personal  rights. 

Since  the  enactment  of  the  law  on  industrial 
workers’  conscription  in  peacetime,  it  can  be  said 
that  Britain’s  test  as  a  nation  to  revive  its  economy 
has  also  become  Labor’s  test  as  a  party  to  govern 
democratically.  The  British  crisis  is  thus,  broadly 
interpreted,  the  same  crisis  which  confronts  most 
Western  European  countries  —  if  not  as  yet  the 
United  States.  The  ultimate  question  is:  Can  eco¬ 
nomic  security  and  stability  be  achieved  through 
democratic  practices.^  It  is  in  this  sense  especially 
that  Britain  stands  between  two  worlds — the  Rus¬ 
sian  world  of  full  state  control  over  all  economic 
life  and  that  of  America’s  traditional  private  enter¬ 
prise  system. 

4.  See  statement  on  purposes  and  methods  of  economic  plan¬ 
ning  in  a  democracy  which  forms  the  introduction  to  the  White 
Paper,  Economic  Surrey  for  1947,  Cmd.  7046  (London,  H.M. 
Stationery  OITice),  February  1947.  For  criticism  of  the  essay  on 
planninj;  in  the  White  Paixt  sec  John  jewkes  and  F..  Devons, 
“The  F.coiK)mic  Survey  for  1947,"  Lloyds  Banf(  Reriew,  April 
>947.  PP-  I -10. 
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TESTING  BRITISH  ENDURANCE 

While  the  long-term  perspective  is  needed  in 
judging  Britain’s  crisis,  the  nation’s  present  ordeal 
may  also  be  viewed  at  close  range  for  the  double 
purpose  of  understanding  the  daily  difficulties 
which  average  British  citizens  face  and  of  appre¬ 
ciating  the  extent  to  which  the  country  at  large  has 
met  its  current  economic  challenge.  If  Britain  is  to 
endure  without  lowering  its  consumption  stand¬ 
ards  the  nation  must  reduce  the  rate  at  which  it  is 
now  living  above  its  income,  estimated  in  1947 — 
when  the  external  deficit  is  considered — at  more 
than  ;^6oo  million  annually,  or  S2.4  billion.  The 
task  of  overcoming  this  deficit  is  largely  one  of  in¬ 
creasing  foreign  trade.  But  the  “Battle  of  the  Trade 
Gap,’’  to  use  Herbert  Morrison’s  phrase,  or  the 
necessity  to  equate  exports  with  imports,  has  re¬ 
ceived  more  publicity  abroad  than  either  the  pro¬ 
gram  of  continued  austerity  under  which  Britishers 
live  at  home,  or  the  success  in  productive  output  for 
which  the  Labor  regime  and  British  industry  may 
take  credit. 

Britain’s  problems,  while  most  pressing  when 
viewed  as  foreign  economic  problems,  center  on  its 
productive  ability  at  home  as  well  as  on  its  capacity 
to  adjust  to  altered  trade  conditions.  The  present 
state  of  the  nation’s  internal  economy,  therefore,  is 
highly  relevant  to  any  judgment  about  the  crisis. 
The  question  must  be  asked:  Is  there  evidence 
within  Britain  that  it  can  master  the  domestic 
crisis,  and  thus  hope  in  the  future  to  correct  its 
present  unfavorable  external  financial  position.^ 
What,  in  other  words,  does  the  post-war  record 
show  as  to  the  viability  of  the  British  economy.^ 

In  the  third  year  since  1945  Britishers  are  living 
amid  scarcities  greater  than  those  prevailing  dur¬ 
ing  the  war  years.  Import  cuts  alone,  imposed  dur¬ 
ing  the  year  1947,  reveal  reduced  standards.  All 
food  and  tobacco  purchases  from  the  United  States 
have  ceased,  and  imports  of  films  and  other  items 
were  slashed  during  the  past  year.  Foreign  travel 
has  been  curtailed  almost  to  the  [xiint  where  only 
official  personnel  may  go  abroad,  and  a  virtually 
complete  ban  has  also  been  imposed  on  the  use  of 
gasoline  for  private  travel  in  Britain.  These  restric¬ 
tions,  especially  on  food  available  in  Britain,  are 
more  startling  when  compared  to  consumption  of 
similar  items  in  the  United  States. 

American  and  British  food  standards  have  never 
been  exactly  comparable,  but  weekly  per  capita 
consumption  of  meat  in  this  country  at  the  begin¬ 
ning  of  the  last  quarter  of  1947  was  95  ounces.  In 
Britain  a  person  receives  only  18  ounces  of  meat 
per  week,  or  considerably  less  than  a  pound  of 
fresh  meat  of  more  expensive  cuts.  Every  person 


is  allowed  a  quart  of  milk  per  week  and  one  egg 
(when  available),  whereas  an  American  consumes 
about  three  and  a  half  quarts  of  milk  and  about 
eight  eggs  weekly.  Britishers  receive  about  half  j 
the  usual  American  portion  of  butter  and  other  | 
fats  or  about  seven  ounces  per  week,  less  than  one-  f 
third  as  much  sugar  or  eight  ounces  weekly,  and  I 
about  three-fourths  as  much  bread  or  about  65  j 
ounces  weekly.  Vegetables,  which  are  now  eaten 
in  great  quantity  in  Britain,  are  unrationed,  but 
potatoes,  as  Food  Minister  John  Strachey  an¬ 
nounced  November  6,  are  rationed  at  three  pounds 
a  person  weekly.  Compared  to  the  calorie  level  of 
:?,ooo  before  the  war,  Britishers  today  are  living 
on  just  under  2,700  calories  daily,  100  below  that 
which  government  experts  advise  as  the  necessary 
minimum.’ 

Any  government,  as  was  true  of  the  Labor  cab¬ 
inet,  would  hestitate  to  impose  such  a  rationing 
program.  When  mid-year  reductions  in  food  im¬ 
ports  were  announced  on  July  4,  however,  there 
was  general  criticism  in  the  British  press  pointing 
out  that  the  cuts  had  not  been  severe  enough  or 
made  in  time.  This  response,  and  the  continued 
patience  with  the  austerity  program  on  the  part  of 
I  he  average  Britisher,  may  be  explained  in  a  num¬ 
ber  of  ways.  Most  observers  agree  that  rationing —  / 

especially  because  of  the  equitable  distribution  of  1 
food — has  provided  sufficient  food  and  other  neces-  j 
sities  for  the  entire  population,  a  condition  which  1 
did  not  prevail  before  the  war.  And  this  fact  is  ap-  \ 
[ireciated  by  the  majority  of  lower  income  groups 
despite  shortages  and  the  difficulty  of  shopping 
always  in  queues.  ’ 

Labor’s  broader  social  welfare  schemes,  and 
housing,  I.  list  also  be  mentioned,  if  only  briefly,  in 
pointing  to  the  reasons  for  continued  support  of 
the  austerity  program.^  While  building  has  not 
kept  pace  \'  ith  plans  made  after  the  war,  and  will 
doubtless  sin'Ter  further  setbacks,  housing  has  been 
a  major  concern  of  the  government.  The  evidence 
of  houses  built,  while  limited,  is  nevertheless  con¬ 
crete,  and  thousands  of  families  have  either  moved 
into  new  iiomes  or  can  shortly  plan  to  do  so. 
Whether  the  attempt  to  push  this  segment  of  the 
program  was  done  at  the  sacrifice  of  other  more 
essential  productive  enterprises,  like  export  indus¬ 
tries,  is  a  question  discussed  below.  That  the  Labor 
government  has  started  housing  and  its  various 
social  security  schemes,  however,  is  proof  of  its 
intentions,  even  at  great  risks,  to  build  the  “Better 
Britain’’  it  promised  before  the  1945  election. 

5.  World  Report,  October  7,  1947,  pp.  24-25.  / 

ft.  “Creating  a  New  Ilritain,”  iMhor  and  Industry  in  Britain  | 
(New  York,  British  Information  Services),  Septembcr-October  | 
1947,  pp.  155-64.  I 
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LABOR’S  RECORD  TO  DATE 

As  a  means  of;  more  accurately  judging  the  na¬ 
tion’s  economic  state  the  figures  provided  early  in 
1947  in  the  official  White  Paper  on  National  In¬ 
come  and  Expenditure  are  next  in  importance  per¬ 
haps  to  the  tables  given  below  on  industrial  out¬ 
put/  Many  qualifications  must  be  made  regarding 
the  income  and  expenditure  statistics  set  out  in  the 
White  Paper;  no  adjustments  are  made  for  popula¬ 
tion  increases  between  pre-war  years  and  1946,  al¬ 
though  changes  in  the  value  of  money  for  the  vari¬ 
ous  dates  have  been  computed.  Nor  is  any  exact 
adjustment  made  for  the  admittedly  inferior  qual¬ 
ity  of  goods  and  services  now  offered  for  sale  in 
Britain.  Since  the  following  figures  show  a  virtual 
recovery  of  pre-war  income  and  expenditure  stand¬ 
ards,  they  will  appear  at  first  sight  incompatible 
with  the  austerity  conditions  mentioned  above 
which  are  so  evident  in  Britain.  In  addition  to  the 
qualifications  just  stated,  however,  it  must  be  re¬ 
membered  that,  because  Britain  has  retained  war¬ 
time  rationing  controls,  distribution  of  the  na¬ 
tional  product  has  been  more  equitable  than  before 
1938.  The  fact  also  that  there  is  now  no  substantial 
unemployment  in  Britain  means  that  several  mil¬ 
lions  of  workers  and  their  families,  who  before  the 
war  lived  on  the  dole,  are  now  earning  wages  in 
industry  or  elsewhere. 

The  national  income,  estimated  at  some  ;^4.6 
billion  in  1938,  is  about  twice  that  figure  today, 
or  about  billion  in  1946.  But  net  income 

figures  from  the  White  Paper  reveal  also  a 
very  significant  shift  or  redistribution  of  that  in¬ 
come,  which  demonstrates  a  leveling-upward  pro¬ 
cess  so  far  as  the  entire  lower  income  earning 
population  is  concerned.”  There  follows  a  sharp 
drop  in  numbers  now  included  in  the  top  income 
brackets.  For,  after  taxation,  the  number  of  people 
receiving  net  incomes  between  ^^150  and  £'2.<^o  has 
increased  from  4,500,000  in  1938-39  to  7,950,000  in 
1945-46;  those  in  the  group,  from 

i,82o,o(K)  to  5,225,000,  and  those  in  the  £‘^00- £1,000 
group,  from  450,000  to  652,000.  In  the  £\,ooo- 
£2,000  bracket  the  decline  is  from  155,000  to 
i^7,(KK).  There  are  fewer  persons  earning  £2,000- 
/4,ooo,  the  numbers  having  dropped  from  56,000 
to  ^4,615.  In  the  ^ 4,000- /,'6,ooo  group  the  number 
has  declined  from  12,000  to  840,  and  from  7,000  to 
a  mere  45  in  the  income  group  above  ^6,000. 

Consumer  expenditures  in  1946,  according  to  the 
White  Paper,  about  equaled  those  for  1938.  For 

7.  National  Income  and  Expenditure  of  the  U.K.,  1938-46. 
Cm<l.  7099. 

8.  "The  National  Income,”  The  Economist,  April  19,  1947, 
pp.  592-94- 


example,  food  expenditures  amounted  to  1.232 
billion  in  1946  as  compared  to  1.258  billion  in 
1938.’  Outlay  on  rent,  rates  and  water  charges  in¬ 
creased  from  ;^49i  million  in  1938  to  ;^5i4  mil¬ 
lion  in  1946.  Coal  expenditures  dropped  consider¬ 
ably,  from  ;^io8  to  2^75  million,  while  consump¬ 
tion  of  electricity  and  gas  about  doubled  in  value 
terms.  Clothing  outlay  also  decreased  significandy. 
However,  total  personal  expenditures  stood  at 
^,'4.252  billion  in  1938  and  £i^.2<^  billion  in  1946. 
Figures  on  consumption  by  volume  again  show 
that  Britishers  bought  in  1946  slightly  greater 
amounts  of  goods  and  services  than  they  did  in 
1938.  Total  productive  output  in  1946  was  higher 
than  in  1938.  For  the  gross  national  product  for 
1946  is  estimated  at  107  per  cent  of  that  in  1938. 
In  this  connection,  Table  I  (page  260)  is  of  in¬ 
terest,  showing,  incidentally,  capital  formation  at 
home,  but  also  the  increasing  loss  of  investments 
overseas  between  pre-war  years  and  1946.'° 

SUCCESS  ON  THE  INDUSTRIAL  FRONT 

It  is  on  the  industrial  front  that  Labor’s  greatest 
post-war  success  is  apparent.  For  although  its  ulti¬ 
mate  goals  are  far  distant,  production  and  trade 
figures  now  available  demonstrate  the  very  substan¬ 
tial  effort  toward  recovery  already  made  in  Britain. 
The  key  figures  given  below  reveal  that  Britain’s 
general  level  of  production  in  1947  was  up  10  to 
20  per  cent  above  pre-war  output,  a  slight  increase 
over  the  1946  percentage  given  in  Table  I."  Work¬ 
ers,  who  may  not  find  a  large  volume  of  consumer 
goods  on  sale  in  Britain,  nevertheless  know  that  in 
their  workshops  these  goods  are  being  produced 
for  export  in  ever  growing  quantity.  Despite  the 
publicity  given  to  shortages  of  coal  and  other  in¬ 
dustrial  materials,  production  of  these,  too,  has 
increased  since  the  war.  But  coal  and  textile  pro¬ 
duction  presents  two  formidable  bottlenecks  in 
British  industry,  and  the  following  statistics  for 
the  chief  industries  illustrate  how  much  more  effort 
is  needed  to  meet  official  targets.*^ 

Since  January'  i,  1947,  when  coal  mining  became 
a  national  industry',  output  has  exceeded  that  of 
the  previous  year.*^  Recruitment  of  miners  and 
output  per  manshift  have  also  increased.  Within  a 

9.  The  1946  figures  are  revalued  at  1938  prices.  It  should  be 
noted  that  food  expenses  are  distorted  in  the  sense  that  staple 
and  more  desirable  items  are  in  short  supply,  although  other 
types  of  food  have  made  up  the  differences. 

10.  Note  that  figures  are  computed  on  a  basis  of  1946  prices 
in  Table  I;  this  explains  the  differences  in  (>ersonal  consump¬ 
tion  figures  from  those  listed  immediately  above. 

11.  Estimate  made  by  editors  of  The  Economist,  August  2, 
1947.  P-  178. 

I  a.  "Industrial  Recovery,”  Labor  and  Industry  in  Britain,  cited, 
pp.  165-72. 

13.  "Coal,”  ibid.,  pp.  184-95. 
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few  years’  time,  in  fact,  government  plans  call  for 
coal  exports.  Manpower  figures  and  annual  pro¬ 
duction  rates  for  the  following  four  key  years,  how- 
■  ever,  illustrate  the  ominous  coal  situation.  Man- 
[X)wer  employed  in  mining  had  fallen  from  1.107 
million  in  1913  to  782,000  in  1938.  Still  fewer 
men,  697,000  were  employed  in  1946  and  the  an¬ 
nual  rate  for  the  first  half  of  1947  70$,ooo,  but 

not  yet  a  recovery  of  the  pre-war  figure.  On  the 
production  side,  whereas  in  1913  coal  production 
stood  at  287  million  tons,  94  million  of  which  was 
exjxirted,  these  figures  already  had  dropped  by 
1938  to  227  million  and  46  million  respectively. 
By  1946  annual  production  was  down  to  189  mil¬ 
lion  tons,  only  9  million  going  for  exports,  and  for 
the  first  half  of  1947  the  annual  rate  stood  at  197 
million  tons,  with  only  5  million  for  exports.  (Ex¬ 
ports  in  these  cases  include  coal  for  bunkers.)  That 
coal  output  was  too  low  for  safety  was  revealed 
again  on  October  30  when  Sir  Stafford  Cripps 
warned  that  minimum  coal  needs  on  which  all 
government  economic  plans  rest  were  not  being 
met.  But  by  the  second  week  in  November,  when 
production  stood  at  4.258  million  tons  (the  highest 
weekly  output  in  five  years),  the  prospects  were 
brighter  for  reaching  the  needed  200  million  tons 
for  1947.  The  ultimate  coal  budget  requires  a  mini¬ 
mum  of  249  million  tons  yearly  for  1951  or  slightly 
less  than  4.8  million  tons  weekly. 

In  textiles  post-war  recovery  is  also  limited,  al¬ 
though  production  of  rayon  and  nylon  yarn  is  well 
above  pre-war  output.*'*  This  has  been  accom¬ 
plished  with  a  smaller  labor  force,  a  fact  which  is 
true  throughout  the  textile  industry.  Cotton  and 
woolen  output  is  below  that  in  1938,  the  former 
having  dropped  from  a  weekly  average  of  about 
23  million  pounds  to  half  that  figure  on  the  basis 
of  the  early  months  of  1947.  Weekly  averages  in 
woven  cotton  materials  dropped  from  about  70 
million  linear  yards  to  about  30  million  linear 
yards  for  the  same  dates.  Monthly  averages  for 
woolen  yarn  output  fell  from  about  19  million 
pounds  in  1938  to  slightly  under  14  million  pounds 
in  1947.  Woven  wool  fabrics  (excluding  blankets) 
dropped  considerably  on  an  average  monthly  basis 
to  a  little  above  21  million  linear  yards  in  1947.'^ 

On  the  brighter  side,  Britain’s  agricultural  sta¬ 
tistics  may  be  given  first.  In  pre-war  years  British 
farmers  produced  only  one-third  of  the  nation’s 
food,  and  this  was  increased  by  15  per  cent  during 
the  war.  Light  harvests  in  1947  somewhat  damp- 

I.!.  M.  E.  Poole,  “British  Textile  Inilustries  Face  Challenging 
Difficulties,”  Foreign  Commerce  Wecf{ly,  June  28,  1947,  pp.  3!!. 
15.  These  and  other  statistics  on  industrial  output  are  listed 
in  Statistics  on  Britain’s  Position  (New  York,  British  Informa¬ 
tion  Services),  October  1947. 


ened  the  British  farmer’s  hopes  for  the  present. 
But  today  it  is  estimated  roughly  that  one  half  of 
Britain’s  food  is  produced  at  home,  and  the  target 
set  lor  this  industry  will  raise  this  proportion  in 
due  course  to  60  per  cent.  It  is  hoped  that  within 
five  years  home  production  of  foodstuffs  will  help 
close  the  import-export  gap  by  an  additional 
amount  of  ;(^ioo  million  over  1946  totals.*^ 

It  is  from  the  motor  vehicle  industry,  implement 
manufacturers  and  other  machinery  firms,  and  from 
chemicals  and  pottery  that  Britain  has  gained  its 
greatest  export  increases.  For  example,  automobiles 
produced  in  Britain  before  the  war  numlaered  over 
34,000  monthly  on  an  average  basis,  while  total 
truck  production  monthly  was  computed  at  about 
19,500.  Monthly  averages  for  1947  show  that  output 
was  up  to  between  30,000  and  40,000  for  auto¬ 
mobiles  and  13,000  to  18,000  for  trucks.  The  num¬ 
ber  earmarked  for  export,  of  course,  was  vastly 
greater  in  both  cases. 

Steel  production  in  Britain  should  also  be  noted, 
for  the  total  output  of  12.9  million  tons  in  1946  was 
122  per  cent  of  the  1938  figure  of  10.4  million.  The 
steel  target  for  1947  is  12.7  million  tons  (already 
exceeded  on  a  basis  of  annual  rate  in  October  1947), 
and  is  set  for  14  million  tons  in  1948  and  15  mil¬ 
lion  by  1951.  Electricity  production  is  also  up,  re¬ 
flecting  high  industrial  activity,  as  does  the  output 
of  .steel.  In  1938  little  over  2  million  kilowatt  hours 
of  electricity  were  generated  on  a  monthly  average 
basis.  This  was  increased  to  over  4  million  (or 
230  per  cent  of  the  1938  average)  in  the  month  of 
January  1947.  As  for  chemicals  and  fertilizers,  the 
single  production  figure  on  sulphuric  acid  is  illus¬ 
trative,  this  acid  being  important  in  many  indus¬ 
trial  processes.  In  1947  output  has  averaged  33  per 
cent  above  the  1938  level.  Ship  construction  may 
be  mentioned  last  as  indicative  of  Britain’s  eco¬ 
nomic  recuperative  power.  The  British  merchant 
fleet  has  not  yet  recovered  all  wartime  los.ses,  but 
ships  under  construction  in  1947  stood  at  187  per 
cent  of  those  building  in  1939;  about  25-30  per  cent 
of  these  ships  are  destined  for  foreign  ownership.*’ 

TRADE:  THE  ACID  TEST 

Internally  it  will  be  seen  that  Britain’s  industrial 
pr(jwcss  is  not  irremediably  weakened.  Externally 
also,  so  far  as  trade  statistics  are  concerned,  the 
nation's  recctvery  appears  rapid.  For  exports  have 
made  remarkable  gains  since  the  war  as  shown  in 
Table  II  (page  260).  This  table  does  not  indicate 

if).  I'or  criticism  of  government  agricultural  policy  see,  "Ag¬ 
ricultural  Expansion,”  The  Economist,  August  30,  1947,  pp.  346- 
48  and  September  27,  1947,  pp.  508-10. 

17.  “Progress  in  Shipbuilding,”  ibid.,  September  27,  1947, 
PP-  533-34- 
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i  the  relative  importance  of  various  commodities  in 
the  export  trade,  nor  the  direction  of  trade — a  cru¬ 
cial  point  dealt  with  in  the  interpretation  of  Table 
III  (page  260).  As  can  be  assumed  from  the  fore¬ 
going  industrial  statistics,  it  is  in  motor  vehicles, 
machinery,  electrical  equipment,  chemicals  and  pot¬ 
tery  that  Britain  has  made  greatest  strides  in  export¬ 
ing — not  as  yet  in  textiles  or  coal.  By  mid-1947,  how¬ 
ever,  total  exports  had  exceeded  pre-war  levels,  and 
in  certain  months  had  reached  25  per  cent  above 
1938  figures.  The  target  set  for  the  end  of  1948  is 
164  per  cent  of  1938  volume  and  government  esti¬ 
mates  have  consistently  placed  the  ultimate  export 
target  75  per  cent  above  pre-war  figures  as  the 
necessary  volume  of  outgoing  trade  needed  to  sus¬ 
tain  Britain’s  economy.*® 

PROBLEMS  OF  FINANCING  TRADE 

While  Table  II  shows  Britain’s  trade  recovery, 
it  is  in  Table  III  that  its  precarious  foreign  finan¬ 
cial  position  is  revealed.  Table  III  lists  figures  only 
for  1946,  but  by  1947  the  adverse  balance  had 
jumped  to  an  extreme  point — a  deficit  running  at 
an  annual  rate  of  ^(>00  million — resulting  in  the 
“dollar  crisis”  of  July-August,  which  gave  rise  to 
the  suspension  of  transferability  of  sterling  on  cur¬ 
rent  transactions.  It  was  at  that  time  that  Britain 
i  voluntarily  undertook  not  to  draw  on  the  remain¬ 
ing  $400  million  of  the  original  $3.75  billion  loan. 
The  London  government  has  since  drawn  on  the 
■  credits,  but  the  original  halt  demonstrated  Britain’s 
external  financial  difficulty  was  chiefly  that  of 
I  trading  with  hard  currency  or  dollar  countries.*^ 

First  in  importance  with  respect  to  Britain’s  ex¬ 
ternal  deficits  today  is  the  fact  that  its  visible  trade 
is  not  in  balance  with  the  dollar  countries.  For  the 
first  half  of  1947  the  United  Kingdom’s  chief  ad¬ 
verse  visible  balances  were  as  follows:  United 
States,  $470  million;  Canada,  $353  million;  Argen¬ 
tina,  $169  million;  New  Zealand,  $112  million;  and 
.\ustralia,  $32  million.  What  these  figures  reveal 
above  all  is  that  Britain  gets  a  great  share  of  its 
imports  from  the  countries  of  the  Western  Hemis¬ 
phere,  while  these  areas  take  only  a  small  propor¬ 
tion  of  United  Kingdom  exjxirts.  It  is  estimated 
that  42  per  cent  of  its  imports  come  from  the  two 
American  continents,  but  only  14  per  cent  of  Brit¬ 
ish  exports  are  sold  to  Canada,  the  United  States, 
and  Latin  American  Republics. 

If  Britain’s  overseas  deficit  problem  relates  main¬ 
ly  to  the  unbalanced  nature  of  its  current  visible 

18.  n.  F.  Heatherington,  “Britain’s  Current  Problems  in  For- 
I  eign-Trade  Reconstruction,"  Foreign  Commerce  IVee/^ly,  series, 

March  8-29,  1947. 

19.  “The  Britisli  Crisis,”  Federal  Reserve  Bulletin  (Washing¬ 
ton),  September  1947,  pp.  1071-82. 


trade  with  the  Western  Hemisphere,  the  United 
Kingdom’s  responsibilities  as  the  banker  for  the 
sterling  area  also  seriously  aggravate  its  foreign 
commercial  operations.  It  will  be  noted  from  the 
“external  budget”  in  Table  III  that  the  greatest 
drop  in  receipts  is  from  interest  payments,  profits 
and  dividends.  This  reveals,  in  part,  wartime  losses 
of  investments  in  dollar  countries.  It  also  demon¬ 
strates  the  loss  Britain  sustained  in  other  nations 
and  in  the  empire  and  Commonwealth,  as  well,  by 
liquidating  huge  sums  the  government  and  British 
citizens  held  abroad  before  the  war.  The  nominal 
value  of  Britain’s  pre-war  foreign  investments  is 
estimated  at  billion,  of  which  about  40  per 

cent  have  since  been  sold. 

Gross  receipts  from  foreign  investments,  as  seen 
in  Table  III,  still  account  for  ;([i50  million  in  Brit¬ 
ish  income  from  abroad.  This  is  one-third  less 
than  the  ^200  million  before  the  war,  but  because 
interest  and  dividends  paid  out  on  Britain’s  foreign 
financial  commitments  have  increased,  its  total 
returns  on  financial  operations  are  estimated  on 
balance  to  provide  about  70  per  cent  less  revenue 
than  before  the  war.  The  nation’s  returns  will  be 
eventually  even  smaller  when  the  million  pay¬ 
able  annually  on  the  American  and  Canadian  loans 
fall  due,  and  when  large  payments  also  are  made 
to  complete  the  funding  of  the  sterling  balances  or 
British  overseas  debts  incurred  during  the  war.^° 

What  is  not  shown  in  Table  III  in  any  explicit 
way,  therefore,  is  that  many  of  Britain’s  demands 
for  dollars  come  from  sterling  areas  as  well  as 
dollar  countries.  Britain’s  dollar  problem,  in  other 
words,  is  two-sided.  On  the  one  hand  London 
needs  dollars  to  finance  United  Kingdom  trade 
with  dollar  countries,  and  dollars  are  also  required 
for  Britain’s  handling  of  sterling  area  accounts. 
Britain’s  dollar  needs  for  the  sterling  area  have 
not  been  discussed  publicly  at  great  length  in 
America.  Yet  incalculable  consequences  might  flow 
from  British  inability  to  meet  this  expenditure  of 
dollars.  Should  Britain  in  the  future  be  unable  to 
finance  its  own  trade  with  the  dollar  areas,  it  will 
be  forced,  in  turn,  to  shut  off  entirely  the  flow  of 
dollars  to  other  sterling  nations.  Under  these  cir¬ 
cumstances,  India,  for  example,  could  hardly  fail  to 
apply  directly  and  immediately  to  the  United  States 
for  assistance  in  financing  its  food  imports.  Even 
with  respect  to  older  Dominions  of  the  British 
Oimmonwealth,  there  are  dangers  in  store  if 
London  is  forced  to  abandon  its  role  as  central 
banker  for  the  sterling  countries.  It  is  conceivable 
that  under  such  circumstances  the  commonwealth 

2i’.  G.  D.  A.  MacDougall,  “Britain’s  Foreign  Trade  Problem," 
’i'he  Economic  Journal  (London),  March  1947,  pp.  69-113. 
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Structure  itself  would  be  placed  under  severe  strain 
— a  consequence  contrary  to  the  present  orientation 
of  United  States  foreign  policy  and  long-term  stra¬ 
tegic  interests  throughout  the  world. 

CAN  BRITAIN  PULL  THROUGH? 

Stated  more  succinctly  than  was  possible  before 
the  above  industrial,  trade,  and  financial  statistics 
w'ere  briefly  reviewed,  Britain’s  crisis  may  be  de¬ 
scribed  as  that  of  a  formerly  affluent  industrial  na¬ 
tion  which  suddenly  finds  its  industrial  plant  is 
nor  large  enough  nor  entirely  efficient,  although 
for  the  moment  it  is  running  somewhat  above  nor¬ 
mal  capacity.  Its  debt  mounted  during  the  war, 
and,  in  addition,  investments  abroad  have  been 
heavily  liquidated  under  circumstances  largely  be¬ 
yond  London’s  control.  These  assets  heretofore 
produced  ready  cash  in  various  currencies,  useful 
in  buying  needed  raw  materials.  Britain’s  market, 
while  a  seller’s  market  for  the  present,  is  none 
too  inviting  today,  since  customers  wish  to  be  paid 
for  goods  bought  in  exchange  in  currencies  which 
London  can  no  longer  muster.  Loans  from  its 
chief  suppliers  have  merely  staved  off  collapse 
rather  than  given  Britain  the  breathing-space  need¬ 
ed  to  change  its  business  practices  or  to  enlarge  its 
operations. 

Britain  may  continue  to  count  on  the  ability  of 
its  workers  to  turn  out  high  quality  products  while 
living  amid  privations,  although  at  incomes  more 
equitably  distributed.  But  how  long  the  govern¬ 
ment  can  hope  for  passive  acceptance  of  austere 
conditions  is  possibly  its  first  problem,  and  it  is  a 
problem  with  political  as  well  as  economic  impli¬ 
cations.  Whether  in  the  long  run  the  national  pro¬ 
ductive  plant  can  be  improved  and  expanded  suf¬ 
ficiently  to  cope  with  new  market  competition  is 
also  a  major  issue.  Equally  pressing  are  the  follow¬ 
ing  questions  which  must  be  answered  if  Britain 
is  to  pull  through  its  present  crisis.  Must  the 
Labor  government,  for  instance,  reconsider  some 
of  the  extensive  welfare  plans  outlined  for  the 
country  and  restrict  them  for  the  time  being,  as  it 
has  done  with  the  housing  program?  What  can 
the  nation  hope  to  do  quickly  about  the  fuel  prob¬ 
lem — the  vital  issue  of  coal?  Are  the  London  plan¬ 
ners,  on  the  other  hand,  assessing  Britain’s  prob¬ 
lem  correctly  and  providing  sufficient  capital  for 
those  parts  of  the  industrial  machine  where  expan¬ 
sion  is  most  needed  because  of  the  impelling  ex¬ 
port  requirements?  How  long,  finally,  can  the  na¬ 
tion  afford  to  run  a  deficit  in  its  external  accounts, 
or  can  the  deficit  be  afforded  at  all?  On  this  score, 
can  Britain  make  it  alone,  or  is  substantial  outside 
aid  absolutely  necessary? 


There  is  probably  no  neat  answer  to  any  of  these 
questions,  and  many  of  them  only  suggest  still 
other  questions.  Unsettled  world  political  condi¬ 
tions,  for  example,  tend  to  complicate  Britain’s  eco¬ 
nomic  problems.  It  may  be  argued  with  great 
cogency  that  the  nation  might  more  easily  meet  its 
manpower  situation  at  home  by  reducing  its 
armed  forces  abroad.  Cuts  in  military  personnel 
and  expenditures  have  been  undertaken  by  the  gov¬ 
ernment  within  recent  months.  Plans  for  March 
1948  include  reduction  of  British  total  armed  forces 
to  1,007,000,  representing  a  cut  of  60  per  cent  of 
the  number  in  service  at  the  beginning  of  1947.  But 
it  may  be  contended,  particularly  from  the  point  of 
view  of  the  United  States,  that  further  cuts  might 
entail  risks  in  various  world  trouble  spots  which 
neither  London  nor  Washington  would  be  wise  in 
undertaking. 

CRISIS  PLANNING 

Aside,  however,  from  the  more  imponderable 
political  factors  affecting  British  policy  today,  there 
is  growing  agreement  now  in  Britain  that  the 
Labor  government  has  attempted  to  do  more  than 
the  nation  could  expect  to  accomplish  after  the 
devastation  of  war.  Planning  to  meet  Britain’s 
problems — a  policy  shared  by  both  parties  in  Brit-  " 
ain — has  now  become  crisis  planning  to  avoid  fur¬ 
ther  economic  debacles  as  well  as  a  future  political  ! 
defeat  on  Labor’s  part.  So  far,  as  many  government 
critics  have  pointed  out,  the  cabinet  planners  have 
attempted  to  provide  for  Britain’s  multiple  needs, 
but  by  the  end  of  summer  1947  government  agen¬ 
cies  began  to  recast  plans  to  insure  .that  the  most 
urgent  needs  were  met  first.^’ 

Evidence  of  the  new  crisis-induced  trend  in  Brit¬ 
ain  came  in  the  autumn  cabinet  shake-up  and  the 
appointment  on  September  29  of  Sir  Stafford 
Cripps  as  Minister  of  Economic  Affairs  with  full 
power  to  ccxirdinate  all  government  planning  activ¬ 
ities,  except  purely  financial  matters  dealt  with  by 
the  Chancellor  of  the  Exchequer.  Sir  Stafford’s 
powers  over  the  total  economy  of  Britain  were 
augmented  on  November  14,  however,  when  he 
succeeded  Hugh  Dalton  at  the  Treasury  post  after 
the  latter’s  unfortunate  indiscretion  regarding  the 
autumn  budget  message.  Since  Sir  Stafford’s  ap-  \ 
pointment  as  Minister  of  Economic  Affairs,  eco-  ' 
nomic  policy  generally  has  been  clarified  and  con¬ 
siderably  changed  from  that  pursued  before  mid¬ 
summer  of  1947.^'  expected  that,  along  with 

21.  “Planner’s  Last  Cliancc,"  The  Economist.  August  2,  1947, 

pp.  177-79,  and  Lionel  Robbins,  “Inquest  on  the  Crisis,”  ^ 
Uoyds  Banf{  Review,  October  1947,  pp.  1-27.  1 

22.  There  is  evidence  before  this  time  in  the  White  Paper, 
Economic  Survey  for  1947,  cited,  that  government  planners 
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increasing  allocations  of  essential  materials  to  the 
chief  export  industries,  greater  emphasis  on  capital 
outlay  and  modernization  for  the  same  plants  will 
take  place.  The  interim  budget,  announced  on  No¬ 
vember  12,  was  the  financial  counterpart  of  other 
measures  taken  recently  to  combat  the  crisis.  It  was 
an  attempt  to  reduce  the  inflationary  forces  present 
in  the  British  economy  and  to  adjust  the  public’s 
s[x:nding  power  to  the  fact  that  there  will  be  fewer 
goods  to  buy  as  less  is  imported  and  more  com¬ 
modities  are  sent  abroad.  As  a  consistent  exponent 
of  austerity,  moreover.  Sir  Stafford  has  continued 
to  carry  his  plea  to  the  country  at  large  for  endur¬ 
ance  and  privation.  But  government  leaders  have 
also  taken  a  new  tack  in  public  statements  on  the 
foreign  financial  position,  stressing  for  the  first 
time  since  Labor’s  rise  to  power  their  belief  that 
the  nation  can  make  it  alone.^^ 

Perhaps  the  net  result  of  this  new  approach  on 
the  government’s  part  will  be  to  stiffen  public  con¬ 
fidence  for  the  two  years  ahead  during  which 
Labor  may  expect,  under  normal  circumstances, 
to  remain  in  office.  As  the  winter  prtKeeds  and  the 
memories  of  the  early  1947  coal  shortage  are  re¬ 
vived,  the  government  may  be  pressed  by  the  Con¬ 
servative  opposition  to  call  a  general  election.  The 
local  elections  of  November  i  clearly  indicated 
a  shift  in  public  sentiment  away  from  the  Labor 
party.  But  its  spokesmen  contend  that  this  shift 
has  arisen  only  because  many  citizens  do  not  yet 
fully  appreciate  the  stern  realities  of  Britain’s  eco¬ 
nomic  ordeal.  The  new  crisis  plans,  however, 
shoidd  bring  these  realities  home. 

.\long  with  further  import  cuts,  the  government 
announced  shortly  after  Sir  Stafford  became  virtual 
economic  czar  that  stricter  controls  would  be  in¬ 
voked  to  direct  manfxiwer  and  raw  materials  to 
the  most  essential  industries.  The  direction  of  labor 
raises  the  added  political  issue  of  curtailing  per¬ 
sonal  liberties,  but  party  spokesmen  point  out  that 
this  policy  will  be  carried  out  by  the  government 
employment  exchanges  which  will  offer  a  choice 
of  three  or  more  jobs  to  workers  who  arc  to  be 
shifted  to  new  or  different  industries.  By  the  allo¬ 
cation  of  materials  to  specific  plants,  moreover, 
some  industries  will,  in  effect,  tend  to  produce  less 
while  others  produce  more,  with  the  result  that 
manpower  will  shift  automatically,  no  coercion  of 
workers  being  necessary. 

Crisis  planning  has  already  affected  housing, 
which  was  curtailed  by  government  order  at  the 

were  shifting  from  the  policy  of  attempting  to  satisfy  all  of 
Britain’s  needs  to  providing  manpower,  materials  and  capital 
only  for  essential  industries. 

23.  Times  (London),  October  23,  1947. 


time  of  the  autumn  cabinet  shift.  Aneurin  Bevan, 
Minister  of  Health  in  charge  of  housing,  remained 
at  that  post  at  the  cost,  however,  of  submitting  to 
a  cut  back  in  the  housing  plans  which  he  had 
energetically  sponsored  before  that  time.  During 
the  war  4,000,000  houses  were  destroyed  or  dam¬ 
aged,  but  by  November  1947  vast  repair  work  was 
underway  and  about  280,000  temporary  and  [arma¬ 
ment  houses  had  been  built.  Now  the  ambitious 
housing  program  must  be  cut  back  and  only  240,000 
houses  are  to  be  built  in  1948.  The  change  in  the 
housing  schedule  is  perhaps  the  most  obvious  ex¬ 
ample  of  the  plan  to  forego  meeting  one  need  in 
order  to  satisfy  other  demands.  Now  it  may  be  pos¬ 
sible  to  shift  both  manpower  and  materials  to  other 
industries  such  as  coal  or  the  export  trades. 

Whether,  in  fact,  the  altered  housing  program 
does  benefit  coal  mining,  this  industry  raises 
many  acute  problems  of  its  own.  The  coal 
dilemma  in  Britain  is  traditionally  set  forth  in 
terms  of  lack  of  men  and  need  for  modernization. 
These  two  items  are  of  major  importance  in  what 
many  observers  believe  is  a  dying  industry,  but 
both  are  surmountable  in  the  opinion  of  Labor 
party  leaders.  Already  orders  for  S36  million  worth 
of  mining  machinery  have  been  placed  by  the  Na¬ 
tional  Coal  Board.  By  1951  investments  totaling 
$Ck)o  million  are  planned  to  modernize  the  coal  in¬ 
dustry  and  to  aid  in  expanding  output  to  the 
target  50,000,000  tons  annually  above  the  present 
rate.  Re-equipment  of  the  mines  is  a  long-term 
venture,  however,  and  will  not  show  major  results 
possibly  for  five  years  or  more.  Meanwhile,  it  is 
hoped  that  open-cast  mines  may  be  exploited  to 
the  hilt.  A  few  years’  mining  in  these  pits  would 
exhaust  that  supply  of  coal,  but  such  production 
would  increase  the  coal  output  mentioned  above 
to  a  point  where  exports  of  significant  quantity 
\\'f)uld  be  possible.^"*  Then  in  due  course  improved 
technic]ues  installed  in  other  mines  would  begin  to 
bear  fruit. 

CHANGING  CAPITAL  PL.ANS 

C'oal  mining  being  what  it  is  to  Britain — the 
most  crucial  industry  of  the  entire  economy — gains 
in  output  will  be  watched  with  especial  interest 
as  a  yardstick  to  measure  the  nation’s  further  re¬ 
covery.  Of  all  the  new  policies  adopted  under  the 
Oipps  program,  however,  none  is  more  important 
than  the  shift  which  has  taken  place  with  regard 

24.  Open-cast  mining  is  uneconomic  under  ordinary  condi¬ 
tions  in  Britain.  Except  for  the  dire  need  of  exports  in  coal, 
it  would  not  be  undertaken  now.  Machinery  so  employed  will 
be  useless  later,  and  much  agricultural  land  will  be  laid  open. 
Moreover,  it  will  take  years  to  rebuild  the  soil  when  it  is  re¬ 
turned  to  the  mined  areas. 
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to  capital  expansion  of  the  export  industry  and  the 
direction  of  capital  in  general.’’  But  before  survey¬ 
ing  the  recent  changes  that  have  been  announced, 
it  is  necessary  to  recall  once  more  Britain’s  interwar 
experience,  this  time  as  it  relates  to  capital  forma¬ 
tion.  Between  World  Wars  I  and  II  Britain  de¬ 
voted  only  about  3  per  cent  of  its  national  income 
to  the  creation  of  new  capital,  whereas  economists 
generally  estimate  that  as  much  as  10  to  15  per  cent 
should  be  so  used.  This  reflects  the  lack  of  ex¬ 
pansion  and  modernization  of  British  industry  be¬ 
fore  1938  and  particularly  the  disastrous  effects  of 
the  great  depression  of  the  thirties. 

Before  the  appointment  of  Sir  Stafford  as  Eco¬ 
nomic  Affairs  Minister,  government  estimates 
showed  that  only  about  5  per  cent  of  the  national 
income  was  being  employed  for  capital  develop¬ 
ment.  Total  capital  outlay  was  then  running  at 
about  £\.()  billion,  of  which  national  and  local 
governments  were  sharing  ;^8oo  million  a  year.  Net 
savings,  however,  totaled  only  about  /350  million — 
£200  million  from  industry  and  million 

from  private  savings.’'’  Government  critics,  who 
have  attacked  the  Labor  program  of  capital  expan¬ 
sion,  cite  these  figures  as  proof  that  the  country  is 
living  far  beyond  its  savings  at  home  just  as  it  is 
living  at  a  deficit  abroad.  The  two  figures — over¬ 
seas  deficit  and  the  difference  between  savings  and 
capital  expenditures — are,  in  essence,  identical.  The 
amount,  therefore,  of  capital  cuts  contemplated  at 
home  will  be  a  fair  measure  of  Britain’s  ability  to 
reduce  its  deficits  abroad. 

Some  very  acid  criticism  was  expressed  in  Brit¬ 
ain  in  1947  on  the  rate  of  capital  outlay,^^  and  it 
was  not  unexpected  that  Sir  Stafford  should  an¬ 
nounce  a  cut  back  of  £200  million  in  capital  ex¬ 
penses  as  he  did  in  his  policy  statement  of  October 
23,  1947.^®  What  must  be  avoided,  of  course,  are 
cut  backs  which  will  hobble  the  country’s  recov¬ 
ery  entirely.  The  retrenchment  announced  on  Oc¬ 
tober  23  has  been  limited  since  that  time,  and  the 
government  has  decided  to  spend  £20  million 
more  on  housing,  according  to  the  White  Paper  on 
Investments,  published  on  December  i.  The  saving 
in  1948  will,  therefore,  be  ;^i6o  million.  The  cut 
back  will  still  fall  most  heavily  on  the  housing 
program,  as  stated  above,  and  cause  a  reduction 
also  in  the  work  on  airfield  construction,  road 

25.  “Capital  Investments  in  19^8,”  Cmcl.  7268,  December  i, 
1947. 

26.  l-'stimates  given  by  Federation  of  British  Industry  in  “Pro¬ 
gram  for  British  Economic  Crisis,”  August  28,  1947,  reprinted 
in  World  Report,  September  16,  1947,  pp.  33-37. 

27.  Roy  Harrod,  “Cut  Capital  Expenditure,”  Soundings  (Lon¬ 
don  >,  September  1947,  pp.  1-23:  and  “Elbow  Room  for  Essen¬ 
tials,”  The  Economist,  September  6,  1947,  pp.  385-86. 

28.  Times  (London),  Cktober  24,  1947. 


building,  shipbuilding,  the  gas  industry  and  new 
government  offices  —  mainly  to  save  steel.  For, 
through  the  new  plans  outlined  on  October  14  con¬ 
cerning  changes  in  the  steel  control  program,  re¬ 
distribution  of  this  essential  commodity  will  also 
take  place. 

ROLE  OF  U.S.  AID  IN  BRITISH  RECOVERY 

The  stringent  measures  adopted  under  the 
Cripps  program  on  capital  outlay,  labor  direction, 
steel  and  coal  allocation,  and  import  cuts  indicate 
that  Britain  is  straining  its  home  resources  to  the 
limit  in  the  effort  to  achieve  industrial  stability. 
Admittedly  this  program  involves  the  risk  that 
austerity  will  be  pushed  so  far  as  to  reduce  pro¬ 
ductive  incentive  and  output.  What  Britain  can 
do  for  itself,  therefore,  to  meet  domestic  and  for¬ 
eign  economic  problems  is  limited.  When  it  turns 
abroad  to  alleviate  its  burdens  two  choices  appear 
open.  One  prissibility  is  that  it  may  depend  on  fur¬ 
ther  financial  aid  from  the  United  States,  since  its 
most  crying  need  is  for  dollars,  to  sustain  its  own 
trade  as  well  as  that  of  the  sterling  area.  Or,  as 
another  possibility,  Britain  may  try  to  make  it 
alone.  But  all  signs  at  present  point  to  the  pros¬ 
pect  that,  if  the  United  Kingdom  must  battle  its  ) 
economic  odds  alone,  the  Labor  government  will  L 
seek  to  insure  its  chances  of  success  by  using  state  ji 
trading  controls  and  other  restrictive  practices,  L 
which  are  wholly  unfavorable  to  Washington’s  aim  11 
of  expanding  trade  under  a  freer  system  as  has  f 
now  been  proposed  in  the  International  Trade  | 
Charter  of  the  ITO.^’’  ' 

Back  of  either  choice  Britain  makes  in  attempting 
to  solve  its  crisis  is  the  imperative  necessity  for  the 
expansion  of  international  trade.’®  World  trade  con¬ 
ditions  have  so  altered,  however,  that  it  is  only  the 
United  States — having  succeeded  to  Britain’s  for¬ 
mer  pre-eminent  position  as  the  leading  industrial, 
trading  and  creditor  nation — which  can  influence 
London’s  choice  of  foreign  economic  policy.  Help¬ 
ing  the  Labor  government  avoid  economic  au¬ 
tarchy  appears  as  a  logical  part  of  Wa.shington’s 
desire  to  expand  trade  on  a  freer  basis.  This  is  the 
most  valid  reason  for  aid,  aside  from  the  overrid¬ 
ing  aim  of  maintaining  the  British  Commonwealth  ^ 
of  Nations  in  relation  to  United  States  defense  i 
plans. 

Aid  to  Britain  as  a  means  of  reconstructing  the 
world  economy  should  be  reason  enough  to  demon-  | 
.'trate  that  American  assistance  under  the  Mar-  i 

29.  “Planned  Tr.ide,”  Neuf  Statesman  and  Nation,  September  } 
27,  1947. 

30.  Jacob  V'incr,  “An  American  V'iew  of  the  British  Economic 
Crisis,”  IJoyds  Ranh  Review,  October  1947,  pp.  28-38. 
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shall  plan  is  highly  desirable.  Yet  more  specific  tively  that  the  over-all  dollar  deficit  which  Europe 
terms  for  that  aid  have  been  suggested  recently  in  will  have  to  sustain  must  be  somewhat  greater 
the  United  States.  It  is  argued  that,  while  recovery  than  the  Paris  planners  hoped.  It  is  thus  certain  in 
in  Britain  is  relatively  satisfactory,  the  nation’s  Britain’s  case  that  London  must  continue  trading 
progress  would  be  speeded  up  by  the  abandon-  operations  on  a  marginal  basis,  although  the  mar- 
ment,  on  the  part  of  the  Labor  government,  of  its  gin  will  be  far  less  dangerous  than  that  existing 
program  of  socialization.  Further  nationalization  today,  with  the  current  annual  deficit  running  to 
of  British  industry,  at  least,  should  be  halted  as  the  ;^6oo  millions. 

price  of  more  funds  from  America,  it  is  argued.  Under  the  present  plan  Congress  has  been  asked 
Very  little  attention,  on  the  other  hand,  has  been  consider,  the  proposed  American  aid  will  be  no 
given  to  the  question  of  the  adequacy  of  the  aid  more  than  enough  to  prevent  European  and  Brit- 
proposed.  jj,)^  economic  collapse.  It  can  not  hope  to  give  a 

The  first  of  these  questions  has  been  dealt  with  fully  adequate  injection  of  life  blood  to  the  in- 
by  the  Harriman  Committee.  That  group’s  rec-  dustrial  and  agricultural  systems  of  Western  Eu- 
ommendations  to  Congress  on  European  aid  of  ropean  democracies.  The  Harriman  Committee, 
November  8  stated  bluntly  that  any  request  for  of  course,  based  its  calculations  largely  on  what 
basic  changes  in  the  internal  economy  of  states  appears  politically  feasible  in  the  United  States, 
concerned  would  constitute  unwarranted  interfer-  not  on  what  Western  Europe  needs  to  lift  it 
ence  with  their  sovereignty.  Whether  the  aid  above  marginal  existence.  Aid  for  Britain  and 
proposed  for  Britain,  as  for  Europe,  is  ade-  Western  Europe,  raised  to  the  level  which  would 
quate  can  not  be  judged  conclusively  at  this  allow  a  margin  for  error  or  unforeseen  difficul- 
early  stage.  The  known  factors  involved  in  ties,  would  undoubtedly  involve  an  American  ra- 
such  calculations  suggest  that  the  amount  now  tioning  program  on  certain  raw  materials,  includ- 
under  discussion  is  only  the  bare  minimum  needed  ing  steel  and  wheat.  But  whether  Congress  can  be 
to  sustain  a  precariously  balanced  economy  at  home  expected  to  grant  sufficient  authority  to  the  admin- 
and  London’s  sterling  operations  abroad.  The  Har-  istration  to  invoke  adequate  rationing  controls  will 
riman  Committee,  in  revising  the  amount  of  aid  depend  on  how  well  the  public  understands  the 
which  the  sixteen  Marshall  plan  nations  requested  wide  ramifications  of  the  European  Recovery  Pro- 
for  1948-51,  scaled  the  total  figure  downward  from  gram,  and  how  much  aid  Americans  are  willing 
S22.44  billion  to  between  $17  and  $23  billion.  In  to  provide  abroad  in  the  cause  of  their  own  and 
doing  so  the  United  States  has  suggested  tenta-  the  world’s  economic  stability  and  security. 


British  Statistics 

By  Grant  S.  McClellan  and  Ona  K.  D.  Ringwood 

The  following  statistical  tables  relate  closely  to  port,  however,  Britain’s  hope  of  reducing  the  gap 
the  above  report.  Considered  alone,  however,  they  in  iis  foreign  payments  depends  on  such  aid  as  it 
reveal  briefly  the  state  of  the  nation’s  economy  two  may  receive  under  the  European  Recovery  Pro¬ 
years  after  the  war,  the  precarious  balance-of-pay-  gram,  on  the  increased  flow  of  its  exports  to  hard 
ment’s  position,  and  progress  made  in  the  past  year  currency  countries,  and  on  the  absolute  increase  of 
toward  increasing  much  needed  exports.  Table  I  exports  to  75  per  cent  above  1938  levels.  That  sig- 
is  designed  to  show  a  gross  national  product  above  nificant  strides  toward  this  latter  goal  have  been 
that  of  pre-war  years,  and  stable  personal  con-  taken  is  shown  in  Table  II.  The  import  cuts  im- 
sumption  standards  in  Britain,  despite  population  posed  under  the  Labor  government’s  austerity  pro¬ 
growth  and  more  even  distribution  of  goods  and  gram  are  set  forth  in  the  first  two  columns  of  this 
services.  At  the  same  time  Table  I  indicates  how  the  table.  However,  the  increased  prices  that  have  been 
home  economy  is  being  adversely  affected  by  losses  paid  for  imports  since  the  war  should  be  noted, 
abroad.  But  Britain’s  overseas  balance  sheet  in  For  the  year  1948  a  target  64  per  cent  above  1938 
Table  III  reflects  the  present  crisis  even  more  clearly,  levels  has  been  set  for  exports.  If  this  can  be 

The  nation’s  adverse  balance  mounted  to  ;^6oo  achieved,  the  external  trade  gap  can  be  closed.  But 
million  by  mid-year  1947,  but  for  1948  it  is  hoped  this  in  turn  implies  the  need  for  United  States  aid, 
that  the  external  deficit  can  be  held  to  about  half  continued  austerity  at  home,  and  almost  super- 
that  amount.  As  explained  in  the  body  of  this  re-  human  effort  among  industrial  workers. 
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TABLE  I* 

REAL  NATIONAL  PRODUCT  AND  ITS  ALLOCATION 
(Estimated  National  Cost  at  1946  prices) 


1938  1946 

£  mn.  £  mn. 

Personal  consumption .  5,500  5,420 

Home  capital  formation,  grossf .  1,440  1,293 

Public  expenditures  on  goods  and  services  ....  1,150  2,261 


Total  resources .  8,090  8,974 

Less:  overseas  disinvestment . — 70  — 400 


Gross  national  product 

£  mn .  8,020  8,574 

As  %  of  1938  .  100  107 


*W.  M.  Dacey,  "National  Income  in  the  Transition,”  Lloyds  Bank  Review,  July  1947,  p.  51. 
t( Assuming  1945  prices  80  per  cent,  and  1946  prices  90  per  cent  above  1938.) 


TABLE  II* 

BRITAIN’S  OVERSEAS  TRADE  IN  1947 


Imports 

Exports 

Value 

Volume 

Value 

Volume 

1938  Monthly  average 

( £  Million ) 

(1938=100) 

( £  Million ) 

(1938=100) 

76.2 

100 

39.2 

100 

1946 

108.1 

68.6 

76.0 

99.0 

1947  January  . 

121.41 

91.2 

February  . 

.  112.5[ 

66.7 

76.0 

100.5 

March 

.  13O.0J 

82.6, 

April 

147.1] 

82.1 

May 

.  153.2^ 

77.0 

89.7 

102.0 

June 

.  153.8j 

93.1 

July  .  . 

.  179.2] 

110.3' 

August  . 

174.0) 

89.0 

93.6 

114.0 

September 

160.7  J 

99.0 

October  . 

161.4 

— 

108.2 

120 

*  Labor  and  Industry  in  Britain  (British  Information  Services),  November-December  1947,  p.  243 


TABLE  III* 


BRITAIN'S  BALANCE  OF  PAYMENTS 
(In  £  Millions) 


Overseas  Payments: 

Imports  .... 
Government  expenditures  . 
Film  remittances  (net) 
Other . 


Overseas  Receipts: 

Exports  and  re-exports 
Shipping  ..... 
Interest,  profit  and  dividends 
Other  (net)  .... 


Adverse  Balance  . 


1938 

1946 

835 

1,110 

16 

300 

7 

17 

150 

235 

1,008 

1,662 

533 

890 

100 

150 

205 

150 

100 

72 

938 

1,262 

—70 

—400 

*Statistics  on  Britain's  Position  (British  Information  Services),  October  1947,  p.  20. 
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ECONOMIC  PROBLEMS  OF  LATIN  AMERICA  by  Olive  Holmes 


